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SUCCESSFUL FARMING IS the rcsult of the operator's
ability to make and execute decisions that affect
the profitability of the farm business. Financial
management is one of the important facets of a suc-
cessful business and farm operators and agricultural
leaders need help in the use of financial management
tools. This publication illustrates the use of some
financial management tools such as profit and loss
statements, net worth statements, cash flow projec-
tions, and flow of funds statements.
The forms w^hose use is illustrated in this
publication can be obtained from your
county extension office or from the Depart-
ment of Agricultural Economics, 305 Mum-
ford Hall, Urbana, Illinois 61801. Forms that
are designated in this publication as Exhibits
A, B, C, D, E, and F are available as Form
FM-9; those that are designated as Exhibits
G, H, I, and J are available as Form FM-8;
and those forms that are designated as Ex-
hibits K, L, and M may be found in Form
FM-10.
This circular was prepared by R. B. Schwart, Associate Professor of Agricultural Economics,
J. M. Holcomb, Professor of Farm Management and Finance,
and A. G. Mueller, Professor of Farm Management.
(This circular replaces Circular 985.)
Issued in furtherance of Cooperative Extension Work, Acts of May 8 and June 30, 1914, in cooperation with the U.S. Department of Agricul-
ture. JOHN B. CLAAR, Director, Cooperative Extension Service, University of Illinois at Urbana-Chompaign. (6M—10-71—19274)
ANNUAL FARM BUDGETS
The major changes that occur from year to year in
the farm business are reflected in the crop production
and Hvestock budgets. Changes in the cash inputs are
reflected in the cost of seed, fertilizer, chemicals, and
feeds. Changes in output are reflected in quantities
and prices of grain and livestock sold.
The crop and livestock budgets (Exhibits A, B, C,
D, and E) provide part of the information needed to
complete the annual financial budget, the annual flow
of funds, and the farm estimated income statement.
Exhibit A: Budget Sheet for Crop Production
and Crop Costs (see page 4)
List the crops to be grown on each field, the field
numbers, the acres, and the estimated yield. Calculate
total production by multiplying the acres by the esti-
mated yield.
In the seed section, list the varieties, the rate per
acre for each variety, and total quantity of variety of
seed.
In the fertilizer section, list the analysis of each
fertilizer to be used, the rate per acre, and the total
amount of fertilizer required.
In the chemical section, list the kind or trade name,
the rate of application per acre, the total quantity
needed.
The example in Exhibit A lists all corn as a unit for
fertilizer and chemical applications since the same
fertilizer and chemical applications are applied to all
the corn. The corn crop it listed by individual fields
for the application of seed because different varieties
of seed were used in different fields. The soybean
crop is listed as a unit because the same seed and
chemical treatment is used for the entire crop.
Exhibit B: Summary of Crop Costs (see page 4)
List fertilizer, seed, and chemicals in the appropriate
sections and indicate the kind, the total quantity of
each kind, the cost, and the month when the cost is to
be paid. The fertilizer is separated by analysis so that
costs can be computed. The seed corn is grouped
together because the total of 81 bushels is listed as
a total contract price. The Wayne soybean seed is
listed and the quantity indicated, but no cost is indi-
cated because the seed was produced and carried on
farm inventory.
If costs are shared with the landlord, indicate the
operator's share (see Exhibit B cost column with the
superscripts "i^"), and include only the operator's
share of the cost in the annual financial budget (Ex-
hibit H).
Exhibit C: Budget Sheet for Livestock (see page 5)
Enter the kind of livestock for each group of ani-
mals. Lots of feeder cattle of different weight groups
or sex should be listed on separate lines. Breeding
livestock should be grouped separately for each far-
rowing or calving period. Purchased feeding livestock
should be listed separately from raised breeding live-
stock. Indicating the approximate average weights of
feeder cattle, feeder lambs, or market hogs at inven-
tory time may be helpful.
Enter the number and value of each livestock group
on beginning inventory.
Capital purchases include breeding livestock pur-
chased during the year. The entry should include the
number, total cost, and the month of purchase. If
breeding stock is grown on the farm, list the live-
stock as a capital sale from the young stock or market
group and as a capital purchase in the breeding live-
stock group. Exhibit C shows that 20 market hogs are
transferred in September to the group of brood sows.
List only the number and the month of such a trans-
action.
Operating purchases include the number, the total
cost, and the month of feeder livestock purchased
during the budget year. Show sex of the livestock if
it is a price factor.
The number raised indicates the number of livestock
produced by the breeding herd during the year.
The capital sales columns include the number, total
value, and the month of sale of all breeding livestock
sold.
The operating sales column includes the number,
total value, and the month of sale of all market live-
stock sold.
The ending inventory columns include the number
and the value of livestock that will be on hand at the
end of the budget year.
An allowance for death loss should be included in
the plan. The right-hand margin can be used to reflect
the death losses which can be based on the operator's
previous years' experience.
The total number of livestock on each line to the
left of the center double line should equal the number
to the right of the center line if death losses are con-
sidered.
Compute totals for the beginning and ending inven-
tory values by categories: (a) total market livestock,
(b) total raised breeding livestock, and (c) total
purchased breeding livestock.
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Exhibit D: Budget Sheet for Crop Usage
and Feed Requirements (see page 7)
The crop-usage budget indicates the sources of
home-grown feeds, whether produced or purchased,
and the uses of grain, whether fed, sold, or carried
on invento^)^
On the odd Hues, list the beginning inventory quan-
tity and value of crops produced during the previous
year.
On the even lines, list all crops to be seeded or har-
vested and the production in the current or budget
year.
If purchases of crops are necessary for feed, enter
the quantity, the total cost or value, and the month
needed. On the odd lines, enter purchases of the old
crop and on the even lines enter purchases of the new
crop. If the amount of feed needed from the old crop
exceeds the quantity in the beginning inventory, then
old corn must be purchased.
The total available quantity is the sum of beginning
inventory or production and purchases.
Farm use includes feed and home-grown seed used.
Feed entries are from totals of livestock requirements
(Exhibit E). Seed entries are taken from the crop
production or crop costs figures calculated in Exhibits
A or B. Only home-grown seeds used are entered.
Sales of crops include the quantity, the total value,
and the month of sale.
The end-of-year inventory is calculated by sub-
tracting the farm use and the sales from the total
quantity available. The value per unit is based on
market value at the farm at the date of inventory.
Exhibit E: Livestock Feed Requirements (see page 7)
Entries for feed requirements must be completed
before the crop-usage budget sheet (Exhibit D) can
be completed.
In the livestock columns, include the kind of live-
stock and the number. It is helpful to note the
beginning and ending weights for each group of
market livestock to facilitate estimating the amount of
feed consumed and the length of the feeding period.
The period-on-feed column indicates the months that
the livestock will be on feed.
List farm-grown feeds according to whether they are
old or new crop. For example, all corn needed before
October would be old corn and new corn could be fed
after harvest time. If previous experience and records
do not indicate the feed requirements, reference can
be made to the Farm Management Manual or to other
sources for guidance in estimating the amount to be fed.
List supplements fed separately by type of live-
stock. Carry the total value of supplement fed to the
Annual Financial Budget (Exhibit H).
For livestock enterprises that remain constant from
one year to the next, the feed requirements may be
estimated on an enterprise basis. Enter the numbers of
livestock as a group and use feed requirements from
the Farm Management Manual. (Example: the hog
enterprise in Exhibit E.)
Totals of farm-grown feed can be carried to the
farm-use feed column of the Crop LTsage budget sheet
(Exhibit D).
Exhibit F: Capital Improvements, Replacements,
Custom Hire, Repair, Labor (see page 8)
Capital improvements include new buildings, fence,
tile, roads, machinery, livestock equipment, or any
other depreciable items that are brought into the farm
capital structure for the first time.
Capital replacements include those items purchased
to replace capital items already on the farm.
Custom machine hire includes the major inputs for
machinery rented or custom hired.
Major repairs include repairs to buildings, fence,
equipment, and machinery.
Labor for capital improvement includes labor hired
to make major improvements. It includes cost of labor
that is not regularly included in the farm business
expenses.
Each item listed on the form is described on the
left-hand side of the form, the quantity is indicated,
and the month when money will be needed for payment
is shown. Most of these items are regarded as capital
expenditures, except machine hire which is a farm
operating expense.
Exhibit G: Family Living Budget (see page 9)
An annual financial budget for a farm operator
would not be very meaningful or helpful if the demands
on farm receipts by family living, savings, invest-
ments, and other nonfarm needs for funds were not
taken into account. Families that keep family account
records can prepare a realistic budget. Other families
will need to estimate their family living needs. Insti-
tutional factors, such as holidays, the school year,
and vacation periods, will have a great influence on
the pattern of family spending during the year.
Families in more secure equity position may esti-
mate their living costs as accurately as possible and
transfer these monthly estimates to the annual financial
budget (Exhibit H).
Families in more secure equity positions may esti-
mate their needs for the year. These requirements
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EXHIBIT H ANNUAL FINANCIAL BUDGET BY MONTHS
Total Jan. Feb. Mar.
OPERATING SALES
1. Livestock S3,33-S-^ 1.
2. Livestock products 2,
3. Crops II. f^^ //. i^sx '3._^
4. Other farm income ' 4. 1
5. Total Operating Sales ^^^a^i^H- II. Si'^jX- 5.
CAPITAL SALES
J —-
6. Livestock GSs- ^._.
7. Machinery and equipment IH
8. Total Capital Sales CS:f w
NON-FARM INCOME 1
9. Non-farm wages '9.
10. Other :io."l
11. Total Non-Farm Income 11.
12. SOURCES OF DOLLARS (5 + 8+11) C'^i^H ii, sLg:i- 12.
OPERATING EXPENSES
13. Feeder livestock purchases X-r, ^s-o 13.
14. Labor hired I.OOO 14.
15. Repairs— machinery 3,:i-oo doo 15'
16. Repairs— building, fence, tile 16.
17. Rent of farm 17.
18. Feed purchased 3 ADO 3do 300 300 18.
19. Seeds, plants purchased U\ 19.
20. Fertilizer, lime h^l^ :20.
21. Machine hire 90 21.
22. Supplies purchased /, ^oS^ 22.
23. Breeding fees %
24. Veterinary, medicine :LO(b So 24.
25. Gasoline, fuel, oil 1,^00 25.
26. Taxes Vo :26. '
27. Insurance liX^Cf M i
28. UtiHties 3% 3<i 36- 3^ :28.
29. Other
^LO 3c^ 3>o S<^ '29. 1
30. Total Operating Expenses
-^^^z-? iU 3(,^^ /,2/S^ 'ti
CAPITAL EXPENDITURES
31. Livestock 75 31.
i
32. Machinery and equipment \S.ooo 32.
1
33. Building, tile, fence 33.
34. Total Capital Expenditures \S,o1S 34.
OTHER EXPENDITURES
35. Family living, investment, non-farm (67) 7^500 bSO a,oao ^50 35.
36. Payments previous commitments— principal SOO SOO 36.
37. Payments previous commitments— interest 315 375 3p
38. Total Other Expenditures 10,376 i,60 3,dLJl5 ^50 38L
39. USE OF DOLLARS (30 + 34 + 38) 7o,i>b9 /,0 1k 5590 /, ^b5 39.
1
EXHIBIT 1 ANNUAL FLOW OF FUNDS
.. _ ..... _i
40. Cash Balance— Beginning 1,000 1,000 9^^ y^V^/ 40.
41. Source OF Dollars (12) i>s,qH ll,XSX 4"n
42. Use OF Dollars (39) lo,i>b9 1,016 3,590 l,S^5 «,
43. Cash Difference (40 + 41 — 42) 0,7:10) il6) S.b^b Ci-O^) 43I
44. Money Borrowed This Year + 3.^,100 1, 000 1,5 00 j44
45. Payment on Current Loans — 1?>,;loo 7,000 'r
46. Interest Payments — 59b XI6 itt.
47. Cash Balance-Ending + 1,19^ 9g¥' Li-bi /096 IJH
48. Accumulated Borrowing ^POO qooo ZOOO B,5oo <r
Total Jan. Feb. Mar.
10
Apr. May June July Aug. Sept. Oct. Nov. Dec.
1. S-.'/OO ^O, C3JU
2.
} 3. (eSO
1 4.
5.
^,, V^c' (pS'Q ^0, C 3^
6. 3S d'frc
7.
8. ar 6^c?
9.
0.
! .1.
r.2. ^/7^^ 35- 0,ifC> SC, <i3^ ^S-(f)
3. :is, (c>^&
.4. Sdc> Soo SCO SCO
; 5. %0C BOO 900
6.
v7.
Ij8. 300 3oc 3oo 30O 3O0 3^0 Soo 3&0 lOO
19. n^)
p. iL,SjiO H-sc
n. 80
22. /,3ciL
:23.
M. 6o 60 so
25. Boo ^oo 200 :loo i-oo ^oo ^oo
"ee. ^10
27. {,2.SO
28. 30 ^0 JiS- a^ 3o 30 3v 9^ 36"
29. 3C 30 ^D 30 30 ^o 3C 3<D 3o
m. l./i'O
^A'l^ ^,^fS 1 .^cJiT ^60 '^f/0 ^7,^bD 1,39^ f>^^
51.
32. 15^
33. r6, ooo
,34. 7S f£,O00
35. Q>5o ip6o U^O y6o bSo (^60 (oSO h^o ^5o
'}36.
,37.
!38. (,So biSo bSO b60 (>so ht>o i,So 650 (aSo
139. 1,^10 3.,^io 7. '92 :i.6 53 IP J ^,135 j^S,OJO 1.9 96 l.8i>5
II40. ioq(s> ^*fD LOSS 5^7 9SX 9"/-^ 33. ^/y- i,9o^ 1.0 S9
41. :i,ioo 36 ^50 SO,i>33L bSo
42. l.^io 2-.9^o 7,1 98 :i.p.^3 /pio XJ^5 H^3,oio l.f96 l,Si>B
^43. i,98i> C (,«? H-S) (i>J^S) (7^2) (52) ^9.^-39 (9,096) SS^f SOh
44. 3,000 1,000 1,100 1.000 11, OOD soo J,OCO
Us. /. ^DO / 6, aoo
'46. tb 3ZS l,9oH-
47. f/0 1,0 S5 ^sr 95Si f'fX 33,91"^ 1,90'f i,oB9 1, 1 9¥^
48. 1,500 5,BSo /^, Soo J ¥-,^00 /6,a~oD II, 000 II, soo /3,SOO
i
111
May June July Aug.
11
Sept. Oct. Nov. Dec.
are removed at regular intervals from the farm busi-
ness, A personal or family-living bank account may be
maintained separately from the farm-business account.
Transfers can be made monthly or quarterly from
the business account to the family-living account to
provide for the family requirements.
Even though the family budget was prepared in Ex-
hibit G, transfers were made monthly in equal pay-
ments of $650 to the monthly family-living account
and entered on the annual financial budget form (Ex-
hibit H) on line 35. Income tax payment was included
in February in addition to regular family living needs.
Exhibit H: Annual Financial Budget by Months
(see pages 10 and 11)
The annual financial budget includes operating sales,
capital sales, nonfarm income, operating expenses,
capital expenditures, and other expenditures. These
figures provide information for completing the annual
flow-of-funds statement and the farm income state-
ment. The flow-of-funds statement will help the farmer
to estimate the amounts and the timing of his credit
needs, as well as the availability of funds for repay-
ment of loans. The statement can also be of valuable
use to the farmer in planning his investment program.
Operating and capital sales entries are made by
months and include only the operator's share of sales.
Livestock and livestock product sales are taken from
the livestock budget (Exhibit C). Crop sales are taken
from the crop usage budget (Exhibit D). Other farm
receipts are estimated from previous years' experience
or anticipated actions for the budget year.
Operating and capital expenditure entries are also
made by months and include only the operator's share
of expenditures. Feeder livestock purchases (line 13)
are taken from the operating purchases column, live-
stock budget (Exhibit C). Feed purchased (line 18) is
obtained from the crop usage budget (Exhibit D), pur-
chases column, and from the supplement column, live-
stock feed requirements (Exhibit E). Seed and plant
purchased (line 19), fertilizer and lime (line 20),
and supplies purchased (line 22) are taken from the
crop cost summary (Exhibit B), and machinery and
equipment (line 32) and buildings, fence, and tile
(line 33) are taken from capital improvements shown
in Exhibit F. All other expenses are estimated from
experience or records and adjusted for price changes.
Nonfarm income includes sources of funds that are
available for use in the farm business or for family
living and investment. Nonfarm wages (line 9) are
wages and income from employment not related to the
farm business. Other (line 10) includes returns from
nonfarm investments, gifts, savings, and other money
that is available for use during the planning period.
Other expenditures include those during the planning
year that are not direct operating expenses or capital
expenditures for the farm business during the plan-
ning period. Family living, etc. (line 35) includes
expenditures for family living, savings, investment,
life insurance, nonfarm business, income tax, and
social security. Payments on previous commitments
are payments on indebtednesses that were incurred
previous to the budget period that must be paid during
the budget period.
Finally, compute totals for lines 5, 8, 11, 12, 30, 34,
38, and 39.
Exhibit I: Annual Flow of Funds (see pages 10 and 11)
Transfer source of dollars (Exhibit H, line 12) to
line 41. Transfer use of dollars (Exhibit H, line 39)
to line 42.
The cash balance (beginning) (line 40) is the bal-
ance on hand at the beginning of each month. It cor-
responds to the cash balance (ending) (line 47) for
the previous month. Each column must be completed,
determining the cash balance (ending) (line 47) be-
fore proceeding to the next column or month because
the beginning cash balance is needed to complete the
column or monthly balance.
The balancing of the flow of funds is accomplished
by adding the cash balance (beginning) (line 40) and
the source of dollars (line 41), and subtracting use
of dollars (line 42) to obtain the cash difference
(line 43). In order to maintain a minimum cash balance
if the cash difference is to small, borrowed money
(line 44) is added to the cash difference to make a
satisfactory cash balance (ending) (line 47). If an
excessive cash balance exists, then payment on cur-
rent loan (line 45) with interest payment (line 46)
many be made. The minimum balance will vary from
case to case depending on the size of the farm business
and the demands of the family to allow for unexpected
delay in sources of income.
The example in Exhibit I for the month of January
is as follows:
40. Cash balance (beginning) $1,000
41. Source of dollars
42. Use of dollars 1,016
43. Cash difference (40 -f 41 - 42) (16)
Since the cash difference is below the desired level
to maintain a minimum positive balance, a sum of
$1,000 is borrowed and the summary is completed
as follows:
43. Cash difference $ (16)
44. Money borrowed this year 1,000
47. Cash balance (ending) 984
12
The January cash balance (ending) (line 47) is
entered in the February cash balance (beginning)
(line 40). The summary for February is as follows:
40. Cash balance (beginning) $ 984
41. Source of dollars 11,282
42. Use of dollars 3,590
43. Cash difference (40 + 41-42) 8,676
Since the total is more than is required for a min-
imum balance, repayment of part of the current loan
plus interest is made and the summary appears as
follows:
43. Cash difference $8,676
45. Payment on current loans 7,000
46. Interest payments 215
47. Cash balance (ending) 1,416
Each month is individually summarized as illustrated
in the examples shown above. The 12 monthly totals
added together should equal the yearly totals for
lines 41 through 46. The yearly total and the January
total are the same for line 40. The December total and
the yearly total are the same for line 47.
Summarize the accumulated borrowings on line 48.
For example, at the beginning of the year $8,000 was
outstanding. In January, $1,000 was borrowed as indi-
cated on line 44, leaving an accumulated balance of
$9,000 for January on line 48. In February, $7,000 was
paid on the loan as indicated on line 45, leaving a
balance of $2,000 on line 48. Continue month by month
adding line 44 and subtracting line 45 to complete
the accumulated borrowings.
When the procedures for each month are followed
as outlined above, the annual flow of funds is com-
pleted. This summary indicates when borrowed funds
will be needed and when repayment of loans can be
made or surplus money may be invested.
Exhibit J: Farm Income Statement (see page 14)
The farm income statement or profit and loss indi-
cates the returns to unpaid labor, equity capital, and
management for the budget year. The information to
complete this statement comes from the annual finan-
cial budget (Exhibit H), the inventories from the
livestock and crop usage budgets (Exhibits C and D),
and the depreciation schedule of the farm account
record.
Cash sales are transferred from Exhibit H, line 5.
Capital sales of livestock are taken from Exhibit
H, line 6. Machinery and equipment sales are taken
from Exhibit H, line 7. Cost or basis of livestock is
the beginning inventory value of the livestock sold
as it appears on the livestock budget sheet (Exhibit
C). Cost or basis of machinery is the value at the
beginning of the year as it appears on the depreciation
schedule. The net capital gains figure is the dififer-
ence between the capital sales and the cost or basis.
Ending inventory of feed and grain is taken from
Exhibit D, ending inventory of livestock is taken from
Exhibit C, and beginning inventory of feed and grain
is taken from Exhibit D. Beginning inventory of live-
stock is taken from Exhibit C, but is adjusted by the
amount of cost or basis of livestock sold as capital
sales. Net inventory change is the difference between
ending inventory and beginning inventory.
Total gross income is computed by adjusting cash
sales with net capital gains or net inventory change.
Either of these figures may be positive or negative
in their effect.
Cash operating expenses are taken from Exhibit H,
line 30.
Interest paid expenses are taken from Exhibit H,
lines 37 and 46.
Depreciation expense is taken from farm account
records or income tax reports.
Total operating costs are the sum of cash operating
expenses, interest paid, and depreciation.
Net income is the total gross income less the total
operating costs.
APPENDIX: TOOLS FOR LONG-RANGE PLANNING
The major focus of this publication has been concen-
trated on annual financial planning. However, a suc-
cessful farm business must also give attention to long-
range planning. The Appendix illustrates the use of
some tools to assist the manager in taking a longer
look at his business. These tools include the net worth
statement (Exhibit K), the flow of funds statement
(Exhibit L), the summary of indebtedness (Exhibit
M), and the partial budget (Exhibit N).
Exhibit K: Net Worth Statement (see page 15)
The net worth statement is a summary of a person's
or business's financial position at a particular point
in time. A series of statements for comparable dates
over a period of years is a basis for determining the
financial progress of a person or business over time.
Past trends give some evidence of what might be
expected in the future.
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EXHIBIT J FARM INCOME STATEMENT
(Profit and Loss)
Name.
Address.
Cash Sales (5) CpS^HL^^
Capital Gains or Losses
Capital sales
Less cost or basis
Net Capital Gains
Livestock Machinery
^^
Inventory Change
Ending inventory
Beginning inventory
Net Change
Total Gross Income
Feed and grain Livestock
^z, Igo
(p4o
Expenses
Cash Operating Expenses (30)
Interest Paid (37 + 46)
Depreciation
Total Operating Costs
Net Income (returns to unpaid labor, equity capital, management)
61 , 7^^
13. s-^is
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EXHIBIT K NET WORTH STATEMENT
ASSETS Jan, 1, 19 Jan, 1, 19
Current
1. Cash on hand 1,ooo IJ^'f
2. Accounts receivable
3. Marketable securities
4. Cash surrender value of life insurance l,3 50 1,500
5. Livestock held for sale 32., too 33l,IOO
6. Crops held for sale and feed 26,2^-7 J.6, 1 H-3
7. Cash investment in growing crops
8. Other I, SOO ^L.H-'^O
9. Total current assets ^2,097 62,^77
Intermediate
10. Autos and trucks (net) 3,600 2,SOO
11. Machinery and equipment (net) 1 9, 600 27583
12. Breeding and dairy livestock k^o UH-O
13. Securities (not readily marketable)
14. Other
15. Total intermediate assets :iB,^^o 30, 7^^
Fixed
16. Land
17. Farm improvements
18. Non-farm real estate 15,000 \ 6, 000
19. Other
20. Total fixed assets 1 6,O0D 1 6,000
21. Total Assets 1 0, 737 log, 100
LIABILITIES
Current
22. Notes payable 8,000 1 3,500
23. Accounts payable
24. Portion of intermediate debt due this year
25. Portion of fixed debt due this year $00 %0O
26. Rent, taxes, and interest due and unpaid 3 75 327
27. Loans against cash surrender value of life insurance
28. Other
29. Total current liabilities 9,1 rs l'f-,i>2.7
Intermediate
30. Notes payable (less portion applied to current liabilities)
31. Other
32. Total intermediate liabilities
Fixed
33. Mortgages on real estate (less portion applied to current liabilities)
34. Mortgages on other real etstate (less portion applied to current liabilities) S, 7-So '^,i,SO
35. Total fixed liabilities
Contingent
36. Accrued income tax on unrealized asset appreciation
37. Total Liabilities i'l-,io:iiS 19,^77
38. NET WORTH %k>,n 0- $9,923
I
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EXHIBIT L FLOW OF FUNDS STATEMENT '
ACTUAL 1
Sources of Funds 19 19 7^ 19 7/
--
1. Net farm income l^,S3.S / 3, soo
2. Depreciation
-5,917 3,S60
3. Other income
1
4. Money borrowed this year X9,700 7,5/O
5. Decrease in inventory 70^
6. Decrease in bank balance
7. Total sources y.?, F^^ X'f. Sio
Uses of Funds
1
8. New investments: machinery, buildings 1 5,07S 76
-
9. Withdrawals— family living— taxes, soc. sec. 9.3.00 9.:ioo
10. Non-farm business expenses
11. Non-farm investment and savings I, 175 \,\76
12. Repayment on borrowed 23,0.00 iH-.BbO*
13. Increases in inventory
14. Increases in bank balance \9i'
-
15. Total uses HS^%^i 24,210
Balance
EXHIBIT M SUMMARY OF INDEBTEDNESS Be?
19 19 19 : 1
1. Real estate (NoU- l=Af^l^ lUi/B^M^m-) k:i6o ^^^SO
2.
1
J
3. Intermediate
!
4.
i
5. Contract purchases i
6.
7. Short-term notes 8,ooo I3.600
8.
9. Accounts payable
10.
11. Other
16
1PROJECTED
19/^ 19 19 19 19 19
l£,000
S.S^O
j
/ S, 2^0
' ?o
1
%200
t.B^O
%0H-O*'^
lB,2i>0
it
SS Beginning of the year)
19 19 19 19 19 19
¥-.630 3,SSO
1
i 7,5 /O
^ Hepiumenf oi• *I^.BOO -pnne.; p&l O^nJ S^^C i^fer/st
*r^7?if>eit^ry\eAi ^ ^7,SI0 frineifO,/ AM *S3o ivhsre^t
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Assets. Current assets consist of cash or other
assets that will be normally converted to cash during
the course of the business year. Certain other assets
that can be quickly converted to cash, such as market-
able securities and cash value of livestock, are usually
classified as current assets.
Intermediate assets consist of those assets used
primarily to support farm production rather than those
that are expected to be sold or converted into cash
through the normal flow of sales. These assets are
distinguished from fixed assets because they have a
more limited useful life.
Fixed assets are permanent in nature and consist
primarily of farmland and its improvements and other
real estate. Nonfarm property and household furnish-
ings are also classified as fixed assets.
Liabilities. Current liabilities are those due and
payable on demand or within the operating year. Note
that the portion of intermediate and fixed liabilities due
within the next 12 months is included as current lia-
bilities.
Intermediate liabilities include non-real estate notes
and contracts for the purpose of meeting other than
seasonal needs. Terms are normally for periods of
more than 12 months and less than 10 years.
Fixed liabilities consist of mortgages and contracts
on farm and nonfarm property.
Note the adjustment in both intermediate and fixed
liabilities made for the portion of loans due during
the next 12 months which are included as current
liabilities.
Contingent liabilities are those liabilities that, be-
cause of their indirect nature, indefinite amount, or
uncertain existence, are not reflected as direct liabil-
ities. In the event of certain developments, these could
become actual liabilities. The main concern is with the
income tax liability resulting from the appreciation in
value of property.
Exhibit L: Flow of Funds Statement (see pages 16 and 17)
The annual financial budget and the annual flow of
funds statements describe the process whereby the
business matches up sources and uses of cash during
the planning year. The flow of funds statement (Ex-
hibit L) provides for projecting the sources and uses of
funds for several years into the future to indicate the
way in which intermediate and long-term debt repay-
ments can be made from reserves for depreciation and
net income.
The actual flow of funds shown for 1970 reflects
the total borrowed money and the total repayment of
borrowed money during the year. The projected flow
of funds indicates the repayments of borrowed money
outstanding at the beginning of the year and the
money borrowed to equalize total sources with total
uses. Change in inventory and bank balance are
assumed to be zero in the projected years. Minor
balances in funds may be absorbed in new investments
or savings.
Exhibit M: Summary of Indebtedness (see pages 16 and 17)
This form provides a summary of indebtedness at
the beginning of the year. It indicates the types of
indebtedness to assist in planning debt retirement and
computations of projected flow-of- funds statements.
Exhibit N: Partial Budget (see page 19)
The partial budget is a very useful tool when de-
cisions or changes that afifect only a part of the farm
business are involved. Only receipts and costs that
will be changed by the decision are included in the
budget. Some examples of changes that may be
considered are the purchase of new machinery, custom
hiring machine work, leasing of machinery, construc-
tion of a new building, changing the size of a live-
stock enterprise, changing from one livestock enter-
prise to another, reducing the number of acres of one
crop and increasing the acreage of another crop, intro-
ducing a new crop, and buying or renting more land.
Partial budgeting is an excellent procedure but it
is only as good as the data used in arriving at the
answer. In making a partial budget, the following items
should be considered:
Include every item of cost that will be aflfected
by the change.
Include every item of returns that will be affected.
Use realistic and reliable cost figures.
Use reasonable and realistic figures for yields and
prices complete your returns.
It may be best to try several alternative plans before
arriving at a decision.
The example shown in Exhibit N illustrates the use
of a partial budget to help determine whether to buy
a new self-propelled combine with a corn head or to
hire a custom operator. The farmer harvests about 195
acres of corn and 195 acres of soybeans each year. He
can buy a combine with cutterbar for soybeans for
about $13,000. A four-row, 30-inch corn head will
cost him about $4,500. He would plan to keep the
equipment for 8 years before trading. Should he
purchase this equipment or hire a custom operator
to harvest his crop? The custom rate will probably
average $10 for corn and $7 for soybeans for the
next 8 years.
The additional costs that must be considered if the
combine and corn head are purchased are depreciation,
!
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EXHIBIT N PARTIAL BUDGET
Adjustment: CjnUu a.y^ /9^a^^ ^ J^^<^^ ^ uu:t^^ -J-^^*^ ^-^^
U-v^^^^J- ^
/a-^tu^
Additional costs
$
I ISO
^33
^
^
^oo
Reduced returns
$
A. Total annual additional
costs and reduced re-
turns % 2)^62
Additional returns
$
I'js' fi. Crt^ ^ :^-^^ ^88
Reduced costs
$ I
B. Total annual additional
returns and reduced
costs % 3^03
$
Net change in income (B minus A) $ S~S
19
interest, shelter, repairs, fuel, oil, lubrication, and
labor.
Annual depreciation is the purcliase price less the
salvage value divided by the number of years.
The annual interest, insurance, and housing cost
is one half of the total of the purchase price and the
salvage value times 10 percent of the annual charge
for interest, insurance, and housing.
Annual repairs cost is the estimated repair cost of
the equipment during its lifetime divided by the num-
ber of years the equipment will be used.
Fuel, oil and lubrication costs are the annual acres
times the cost per acre.
Labor cost is the days of labor per year times the
daily rate.
Reduced returns include any loss of income resulting
from the decision. In the example shown in Exhibit N,
there are no reduced returns.
Additional returns result from more timelv harvest
of corn because it is not necessary to wait for the
services of a custom operator.
The reduced cost would be the cost of hiring the
custom operator. If the farm operator owns his own
machine, his costs are reduced by not having to hire
a custom operator.
Now total the additional costs and reduced returns.
Then total additional returns and reduced costs.
The net change in income (B-A or A-B) indicates
what decision should be made and the dollar advantage.
In this case it would be advantageous to hire the har-
vesting because the B figure is less. However, since
the annual difference is so small, the farmer might
decide to proceed with the purchase of harvesting
equipment if he has underestimated the added returns
from owning his own machine or if he has a certain
amount of pride of ownership that would influence
him.
pSnJStSH'L
^^^mm
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